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SYNOPSIS: Accounting for negative goodwill has been one of the most controversial 
topics in accounting society since a kick-off of business combinations around 1900s. Al-
though negative goodwill does exist on a credit side of journal as a residual amount in 
a case of bargain purchase, no one has successfully explained its nature and no one has 
also proposed a widely-acceptable accounting treatment for it. This article reviews the 
historical development of argues regarding negative goodwill and the accounting treat-
ment for it. Then this article carefully examines a case in which huge amounts of nega-
tive goodwill are recognized. A current treatment under the acquisition method still pro-
vides several problems including a recording of instant profit and leads the constituent 
companies into an unhappy situation. Furthermore, the amount of negative goodwill is 
also affected by how to evaluate intangibles acquired. Therefore, a reasonable evaluation 
of intangibles might be a matter to be discussed urgently.
KEYWORDS: Bargain Purchase; Negative Goodwill; Business Combination; Acquisition 
Method; Lucky-Buy
1 Introduction
  An excess of a consideration paid over net assets acquired appears in some business 
combination transactions. The amount of difference has been frequently referred as 
“negative goodwill,” so far. Business combinations are currently accounted for by the 
acquisition method and negative goodwill, if any, is recognized as a gain when it occurs. 
This gain is referred as “a gain from bargain purchase.” While standard setters insist 
that negative goodwill rarely appears (APB 1970, par.91; FASB 2001, par.B187), recent 
practice shows many instances in which a huge amount of such gain is recognized. Many 
believe that such a gain is highly questionable and it may be “a red flag” for potential 
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asset overstatements (Kirkland ＝ Driskell Ⅲ 2018, p.18). 
  The purpose of this article is to review the historical development of argues regarding 
negative goodwill and the accounting treatment for it. This article also shows and care-
fully analyses a case in which a huge amounts of gain are recognized. Finally, this article 
considers a current trend of recognizing a gain from bargain purchase and points out 
some matters to be resolved. 
  The term “negative goodwill” is used in this article as a general meaning of difference 
which remains on a credit side of journal. The term “a gain from bargain purchase” is 
used as the difference recognized as a gain as a result of business combination specifical-
ly accounted for under the acquisition method. 
  
2 Various argues regarding negative goodwill
2.1 Whether negative goodwill can be existed.
  The simplest but the most essential question regarding negative goodwill may be that 
“Can it be existed?” That is, any accounting matter is argued based on a premise that 
the event or transaction actually exists. For example, a sale is accounted for based on 
the fact that a sales transaction exists and a profit or loss is, in fact, realized. However, 
as far as negative goodwill, its existence itself has been a matter to be argued. 
  I agree with researchers who say that, historically, the reasons for such transactions 
typically were not provided (Comiskey=Mulford 2011, p.5). I have never found any liter-
atures that positively or typically explain how negative goodwill appears and what kind 
of nature it has. Any explanations for negative goodwill depict it passively.
  Rather, many are skeptical its existence stating “A reasonable person may question 
the frequency or volume of bargain purchases. After all, businesses along with savvy 
owners and boards of directors do not often willingly sell assets below fair value (Kirkland
＝ Driskell Ⅲ 2018, p.13)” or “Demonstrating that the net value of the separable assets 
of a business is greater than the consideration given for the entire business is ordinary 
difficult (Catlett=Olson 1968, p.99)” or “After all, the existence of a true bargain pur-
chase assumes that the managers and the directors of the target company made a fool-
ish decision to sell the enterprise (Ketz 2005, p.48).” Even a standard setter states that 
theoretically, negative goodwill should not occur (IASB 2004, BC 147). Comiskey et al. 
tries to capture the nature of negative goodwill from a market participants’ perspective 
and concludes, however, that the markets rarely value negative goodwill (Comiskey=-
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Clarke=Mulford 2010, p.333). Therefore, I believe that no one has positively or typically 
explained its existence and the nature of negative goodwill, so far.
 
2.2 Whether negative goodwill is a result of over-valuation.
  The earliest literature, I am aware of, regarding negative goodwill is Lybrand’s work 
in 1908 stating that if the price paid by the holding company, for the capital stock of the 
subsidiary company, is less than the combined capital and surplus, the difference must 
be assumed to express the amount at which the assets of the subsidiary company are 
over-valued on its books (Lybrand 1908, p.264). I believe that his explanation, although 
it is a passive one, is a cornerstone for later discussion in this area. Following research-
ers state “some assets on the subsidiaries’ books was over-valued (Finney 1922, p.74)” 
or “It may be that certain assets of the subsidiary are overstated on its balance sheet 
(Mongomery=Lenhart=Jennings 1949, p.483)” or “the difference between the cost of 
subsidiary stock and the related book value is an offset to subsidiary assets in general 
(Paton=Paton Jr. 1955, p.595)” or “The committee (AAA Financial Accounting Standards 
Committee) takes the position that an excess of fair value over cost is evidence that the 
fair values of the acquired assets and liabilities were not measured correctly (Maines, et 
al. 2004, p.60).” In addition to the researchers above, a standard setter states “the excess 
is due to measurement errors in the purchase price allocation (FASB 2001, par.B188).” 
  Although the over-valuation theory becomes a common perspective in this area, I have 
to note that two different meanings are included in it. One meaning is that over-valuation 
part is captured as a difference between the book value of the net assets acquired and 
the consideration paid. Under the other meaning, the over-valuation part is captured as 
a difference between the fair market value of net assets acquired and the consideration 
paid. I believe that there is no part of over-valuation essentially in the former meaning 
because the acquirer acquires the same amount of net assets as consideration it pays (i.e. 
the acquirer pays an amount equivalent to the fair value of net assets acquired). In the 
latter meaning, the over-valuation part does exist because the acquirer acquires the net 
assets by paying a lesser amount (i.e. the acquirer pays less than fair value of net assets 
acquired). Earlier literatures, such as Finney’s one, may tend to be based on the former 
meaning and later literatures, such as Maines, et al., may tend to be based on the latter 
meaning.
  Importantly, the over-valuation part does not emerge even in the latter meaning if the 
net assets acquired are properly evaluated. When the amount of net assets properly 
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represents their fair value, there is no part of over-valuation in the process. If such an 
understanding is right, the over-valuation theory might lose its ground. In other words, 
over-valuation part may only exist in a case that an acquirer fails to evaluate the net as-
sets precisely. 
2.3 Whether negative goodwill represents a potential loss at an acquired entity
  Another explanation frequently shown for negative goodwill is a potential loss mainly 
at the side of acquired entity. Such a potential loss may be occurred from various sourc-
es and an acquired entity is, therefore, forced to sell its business at the price below an 
aggregate amount of its net assets. For example, Ketz states “The target company may 
have operating losses or pensions, for example, and the acquiring corporation will have 
responsibility to settle these debts, even though they are not displayed on the balance 
sheet (Ketz 2005, p.49)” and Gittes states “a company fails to produce sufficient earnings 
to sustain a value on the business as a whole, equal to the value of its separable resourc-
es and property rights and investors are pessimistic about a company’s prospects 
for earnings (Gittes 1978, p.46)” and Boehm et al. state “A noteworthy number of firms 
disclosed reasons related to the expectation of future losses or restructuring expenses 
(Boehm=Teuteberg=Zülch 2016, p.326)” and Kirkland et al. state “These conditions may 
indicate signs of financial distress of the target company, shortcomings in the bidding 
process, and desired divestiture of noncore business segments of the target firm (Kirkland
＝ Driskell Ⅲ 2018, p.16).” Comiskey et al. introduces a U.S. specific situation in around 
2009 when U.S. economy were suffering from a downturn triggered by the collapse of 
Lehman Brothers. They state that many of the transactions out of 71 cases they re-
viewed were acquisitions of distressed banks, entailing FDIC (Federal Deposit Insurance 
Corporation) assistance and realization of bargain purchase gain by the acquiring bank 
(Comiskey=Mulford 2011, p.25). 
  I believe that these explanations are convincing when a reason of arising of negative 
goodwill is questioned. However, they may be difficult to answer to the question regard-
ing the nature of resulting negative goodwill. 
2.4 Whether negative goodwill represents a lucky-buy.
  A term “lucky-buy” or its equivalents may have been the most frequently used, for a 
long time, to explain the nature of negative goodwill. For example, earlier literature by 
Finney uses a term “fortune purchase” in 1922 and another literature by Newlove uses 
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a term “lucky-buy” in 1926 (Finney 1922, p.74; Newlove 1926, p.29). However, I believe 
that it is difficult to find a literature which convincingly explains what a lucky-buy is or 
why a transaction can be said as a lucky-buy. Rather many use the term simply to ex-
press the fact that net assets acquired are excessing an amount of consideration paid. 
  Some raise a question that what is “lucky” in a transaction in which negative goodwill 
arises. Ketz states “Questions arise, however, about whether the negative goodwill re-
ally constitutes a wealth-enhancing item or whether it relates to something else (Ketz 
2005, p.47),” and also states “(If negative goodwill is accounted for as an extraordinary 
gain) what is this extraordinary gain? What does it signify? And did the acquiring com-
pany really have a wealth-enhancing transaction (Ketz 2005, p.48)? ” As mentioned in the 
previous subsection, an acquirer sometimes incurs a potential loss or assumes a liability 
formerly owned by an acquired entity under negative goodwill situation. If so, negative 
goodwill transaction is not a lucky transaction but may be said as an “un-lucky transac-
tion!”
  Gaharan introduces a case in which General Mortars purchased a subsidiary at the 
amount of one Euro but it re-sold the subsidiary with huge additional costs of $53 million 
a little more than two years after the acquisition (Gaharan 2015, pp. 64-65). This case ap-
parently shows how un-lucky a lucky-buy is.
2.5 others
  Other explanation for negative goodwill includes an error in determining of consider-
ation due to a market inefficiency and information asymmetry. Andrews Jr, states “both 
management’s and the market’s perception of the value of firm are both subjective 
and different in absolute amount, the difference must lie in some perceptual error in the 
respective measurement processes (Andrews Jr. 1981, p.47)” and “if the market is not ef-
ficient in impounding new information, the share price of the firm’s securities may not 
be a reliable measurement of the value of the firm (Andrews Jr. 1981, p.47).”  Daitchman, 
based on the same notion as Andrews Jr., shows “information asymmetry” as a reason 
of negative goodwill (Daitchman 2017, p.11). 
  General economy condition may also effect on determining fair values of net assets and 
a consideration. Gittes states “With the downturn in the economy in the last few years, 
and consequently the sharply lower market value for public traded stocks, more and 
more companies have been acquired at/less than their book value (Gittes 1978, p.45).” 
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3 Various accounting treatments proposed for negative goodwill
  As you know, a variety of accounting treatments for negative goodwill have been pro-
posed since around 1900 when business combinations widely took place in the United 
States. Each treatment proposed seems to be based on how the proponent views an 
essential of negative goodwill. Each treatment also reflects a basic idea for the account-
ing for business combinations which varies depending on the era. This article briefly 
reviews each treatment, in the following subchapters, with a following common sample 
case. 
[Sample case]  Company A acquires company B by issuing a stock of $1,000. The balance sheet of company B at the 
acquisition date is as follows (To simplify, assume that company B doesn’t have any liabilities). 
                                    Balance Sheet of company B            ($)
Equipment         400
Land                  800
Capital Stock      1,200 
  A fair value of equipment and land is as same as their book value in the balance sheet of company B. In addition, Com-
pany B has a trade mark of $200 which has not been recognized.
3.1 Credited as a capital account
  Dr. Equipment  400
        Land           800
    Cr. Capital stock  1,000
          Surplus             200
Earlier literatures seem to prefer this treatment1. Lybrand proposes that the combined 
capital and surplus account should be increased as much as the cost of net assets of sub-
sidiary, although he regards, as cited in subsection 2.2, negative goodwill as an over-val-
uation of net assets (Lybrand 1908, p.264). Esquerre states that an excess amount of net 
assets acquired over the consideration given (the author doesn’t use a term ‘negative 
goodwill’) should be accounted as a surplus (Esquerre 1927, p.127). 
These two literatures seem to propose that this method should be applied for when-
ever negative goodwill arises2. And they don’t mention how to evaluate the net assets 
acquired (how to evaluate equipment and land, in this case). Furthermore, an argument 
is not seen in earlier literatures whether net assets that have not been recognized at an 
acquiree (a trade mark of $200 in this case) should be recognized at the acquisition date. 
  Negative goodwill, the amount is $200 in this case, 
never appears in a journal entry under this treatment. 
Negative goodwill is absorbed in the amount of Sur-
plus in this journal entry.
1 Childs introduces a case in which negative goodwill is referred as consolidated capital surplus (Childs 1949, pp.91-96)
2 As far as a case in which cash is used as a consideration, Finney states “If the holding company acquired the subsidiary stock by a cash 
payment, the excess would still appear to be a proper addition to capital surplus” (Finney 1922, p.74)..
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This treatment is, I believe, based on the concept that negative goodwill should never 
arise. Or, at least, this treatment is unwilling to recognize negative goodwill as a specif-
ic account. In other words, an existence of negative goodwill cannot be identified if the 
amount of raising capital at the acquisition is simply decided depending on a valuation of 
net assets acquired. In this case, the combined amount of capital stock and surplus ($1,200) 
is simply decided by reference to the combined amount of equipment and land ($1,200). 
If the combined amount of equipment and land is $1,500, the combined amount of capital 
stock and surplus is also decided as $1,500. 
Some researchers allow this treatment to be applied for only specific situations. Fin-
ney allows this treatment in a case of a fortunate purchase which means a case other 
than over-valuation of net assets acquired (Finney 1922, p.74), and Newlove states “Credit 
to capital surplus in case of a “lucky-buy” or to a reserve for revaluation of assets if it is 
not a case of a “lucky-buy” (Newlove 1926, p.29). Catlett=Olson states that the amount 
of negative goodwill may be credited appropriately either to retained earnings or to 
capital surplus only when negative goodwill remains after a proper reduction of it from 
the net assets (Catlett=Olson 1968, p.100). Montgomery et al. states that after reducing 
the amount of net assets and recognizing proper liabilities for estimated shrinkage, esti-
mated losses, or even costs of rehabilitation of the assets of the acquired subsidiary, the 
excess may represent a donated or paid-in surplus, depending upon the circumstances 
(Mongomery=Lenhart=Jennings 1949, p.483).
3.2 Credited as a liability
  Dr. Equipment  400
        Land           800
      Cr. Liability              200
Capital stock    1,000       
“When special expenditures are necessary to improve organization, management, and 
controls, or for advertising and research to overcome the deficiencies in the operations 
of the acquired business, the “negative goodwill” should be set aside as a liability for 
those costs, and the special expenditures should be charged against the liability as in-
curred (Catlett=Olson 1968, pp. 99-100).”
  Other proponents are based on an idea that negative goodwill arises as a result of 
the prospect of future losses. Comiskey, et al. state that “a bargain purchase could re-
sult from the prospect of future losses or the need to make expenditures to bring an 
  Negative goodwill, the amount is $200 in this case, is credited 
as a liability. Proponents of this treatment fundamentally based 
on an idea that an acquirer assumes several liabilities as a result 
of business combination. For example, Catlett=Olson states that
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acquired firm to future profitability. In this sense, negative goodwill could be seen as a 
liability (Comiskey=Clarke=Mulford 2010, p.334).” Gittes proposes, taking into account 
the complexity of its nature or origin, to record negative goodwill in a credit account 
between current liabilities and shareholder’s equity section of the balance sheet (Gittes 
1978, p.47). 
  Holgage, et al. proposes to account for it as a liability from a view point of the match-
ing principle. That is, they bases on a premise that negative and positive goodwill should 
be treated consistently (Holgage=Ghosh 1998, p.90) and state that “The correct treat-
ment would be to carry the negative goodwill attributable to them without amortization 
and release it to the P&L account if and when the properties are sold (Holgage=Ghosh 
1999, p.87).” Their view might be able to be interpreted as treating negative goodwill as 
deferred revenue. 
3.3 Cancelled against positive goodwill
  Dr. Equipment  400
        Land           800
      Cr. Negative goodwill     200
Capital stock         1,000
Dr. Negative goodwill  200
  Cr. Goodwill   200
not really a proper business assets (Andrews, Jr. 1981, p.40).” To be sure, even positive 
goodwill has sometimes been eliminated immediately because “Showing goodwill on a 
balance sheet seems            l from the books as rapidly as possible, leaving $1 as a bal-
ance sheet (Anderson= Lentilhon 1965, p.451).”
But this treatment has been heavily criticized from many researchers including 
Finney and Newlove (Finney 1922, p.74; Newlove 1926, p.30). Gittes also criticizes this 
treatment, saying “this method is defended as conservative; it is not conceptually sound 
because the negative goodwill is not related to goodwill arising from other transactions 
(Gittes 1978, p.47).” And US-GAAP had never adopted this treatment as the accounting 
for negative goodwill.
  In an earlier era of accounting for business combinations, 
negative goodwill is frequently written-off or cancelled against 
positive goodwill. Negative goodwill never appears in a journal 
entry under this treatment. Andrews, Jr. points out that this 
treatment has been supported “perhaps in accordance with the 
earlier view that goodwill was personal in nature and therefore 
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3.4 Reduction from net assets acquired
  Dr. Equipment  400
        Land           800
    Cr. Negative goodwill      200
Capital stock            1,000
Dr. Negative goodwill   200
    Cr. Equipment  67
       Land            133
  If an existence of $200 of trade mark that is formerly unrecognized is taken into ac-
count, $114, $229 and $57 are reduced from the amount of equipment, land and trade 
mark, and the resulting amounts, therefore, are $286, $571 and $143 respectively3.
  I believe, as many researchers point out, that this treatment is based on the historical 
cost convention. This is evidenced by the fact that the combined amount of net asset 
acquired ($1,000 of net asset that comprises of $286 of equipment, $571 of land and $143 
of trade mark, in this case) coincides with a consideration paid (the issuance of a stock of 
$1,000, in this case, is regarded as a consideration). In literatures, Comiskey, et al. state 
that “an acquiring firm to record assets at amounts in excess of their cost is inconsistent 
with the historical, but fading, dominance of the cost convention and this view, combined 
with the truth dominance of the cost convention, led to the allocation of negative good-
will to write down selected assets (Comiskey=Clarke=Mulford 2010, p.334).” US-GAAP 
also has stressed a pertinent to the historical cost convention (CAP 1953, par. 4 in Sec-
tion C of Capter7; APB 1970, par.91).
  Others support this treatment from a view point of correcting an over-valuation of net 
assets. Gittes states that “The subsidiary must write down the net assets and sharehold-
er’s equity of the subsidiary by the overstatement (Gittes 1978, p.45)” and Paton, et al. 
state that “One possibility is proportionate scaling down of those noncurrent assets that 
have the most uncertain or questionable recorded values, such as the relatively old plat 
installations (Paton=Paton Jr. 1955, p.595)”.
  However, this treatment has sometimes criticized from a view point of asset valuation 
and disclosure. Ketz states that “The preliminary write-downs against the subsidiary’s 
long-term assets appear out of place. Among other things, the subsidiary’s assets just 
written-up now are reduced to meaningless quantities (Ketz 2005, p.48)” and Moville et 
al. state that “Valuing them at a reduction from fair market value results in understat-
  This treatment has widely supported, at least, before an 
introduction of the acquisition method. Under this treatment, 
$200 of negative goodwill is credited at once, but is imme-
diately reduced from (written-off against) the amount of net 
assets acquired ($400 of equipment and $800 of Land, in this 
case). The resulting amount of equipment is $333 (=$400-$67) 
and that of land is $667 (=$800-$133).
3  The numbers in the case are rounded.
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ing assets and the benefit they provide as well as understating associated expenses such 
as depreciation (Moville=Petrie 1989, p.40).” To be sure, the resulting amounts of equip-
ment, land and trade mark in this case are $286, $571 and $143 respectively and these 
amounts represent neither the fair value of them nor the book value at acquired entity. 
In other words, these amounts may not be relevant for any users. 
3.5 Setting up a contra account
  Dr. Equipment  400
        Land           800
    Cr. Contra account          200
Capital stock      1,000
the contra account. The contra account is sometimes referred as “a reserve for negative 
goodwill.”
  Although this treatment is not essentially different from the treatment argued in sub-
section 3.4 (reduction from net assets acquired), this treatment has a merit that it can 
show the fair values of net assets acquired on its balance sheet. Gaharan briefly explains 
the merit of this treatment stating “This contra-asset approach is consistent with the 
cost basis and with conservatism while allowing individual net assets to be recorded at 
market. While individual net assets are reported market value, the entire purchase is 
valued at cost (Gaharan 2015, p.67).” Finney and Paton et al. stands at the same position 
(Finney 1922, p.75; Paton=Paton Jr. 1955, p.595). But I believe, under this treatment, that 
an accountant soon faces a problem that when or how the contra account should be set-
tled. Therefore, I believe that this treatment doesn’t provide a fundamental resolution 
for controversies regarding the accounting for negative goodwill.
3.6 Recognized as a gain
  Dr. Equipment  400
     Land              800
    Cr. Capital stock      1,000
       A gain from bargain purchase 200
 
  This treatment regards negative goodwill as a gain. 
Since an introduction of the acquisition method in 2007, 
negative goodwill has, under the US GAAP and IFRS, 
been accounted for with this treatment. 
  The contra account credited in this example represents a 
reduction from a total amount of net assets acquired. The 
amount in this example is $1,200 (=$400 of equipment and 
$800 of land) and users may interprets this amount to be 
reduced by $200 of
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 If an existence of $200 of trade mark is taken into account, a gain from bargain pur-
chase turns to be $400. I believe that a basic idea of the acquisition method is very sim-
ple. That is, under the acquisition method, “The acquirer shall measure the identifiable 
assets acquired and liabilities assumed, and any non-controlling interests in the acquiree 
at their acquisition-date fair values (FASB 2015, section 805-20-25-1).” It means that any 
identifiable assets and liabilities are simply measured at their fair value without refer-
ence to the amount of consideration. And the difference between the fair value of net 
assets and the consideration paid is simply recognized as a gain. Therefore, researchers 
frequently regard the acquisition method as a full-fair-value approach (Davis ＝ Largay 
Ⅲ 2008, p.27). 
  However, this treatment is heavily criticized by several researchers as expected. Mov-
ille et al. state, in 1989 that is 18 years earlier than the introduction of acquisition meth-
od, that this treatment “would probably appeal to economists, it would create inconsis-
tencies with other accounting treatments due to its recognition of an unrealized gain 
(Moville=Petrie 1989, p.40).” Dunn et al. also states that “U.S. GAAP generally does not 
permit gain recognition until the earnings process is complete, and the bargain purchase 
gain could be viewed as an unjustified departure from this philosophy (Dunn et al. 2016, 
p.393)” and concludes based on their empirical survey that “the market appears to value 
the negative goodwill as a less persistent component of current income (Dunn et al. 2016, 
p.407).” This topic is argued further in later sections in detail.
3.7 Recognized as comprehensive income
  Dr. Equipment  400
         Land          800
    Cr. Capital stock      1,000
       Comprehensive income 200
a statement of comprehensive income. If an existence of $200 of trade mark is taken 
into account, resulting comprehensive income turns to be $400. Moville et al. states that 
this treatment may overcome the deficiency in the treatment of recognizing negative 
goodwill as income, by avoiding unrealized gain from appearing on an income statement 
(Moville=Petrie 1989, p.40). Gaharan also points out a merit of this treatment that it may 
recognize income when negative goodwill is realized later (Gaharan 2015, p.67).
  This treatment regards negative goodwill as comprehen-
sive income. Basic idea and calculation in this treatment is 
similar to recognition as a gain (in section 3.6). Only differ-
ence is that $200 difference is recognized not in an income 
statement but in 
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  Anyway, I believe that this treatment can be supported only when a relevance of infor-
mation provided through a statement of comprehensive income is properly approved. 
4 A case huge amounts of a gain (negative goodwill) are recognized
  This article, hereafter, analyzes a case in which huge amounts of a gain from bargain 
purchase (negative goodwill) are recognized. The company analyzed (Company A, here-
after) was established in 2003 and has focused on the health food and related businesses. 
Company A has being get larger by M&A throughout its history. Especially it experi-
enced 27 times of M&A from fiscal 2013 thorough 2017, and it recorded a gain from bar-
gain purchase in 10 cases among them. 
  The following table 1 shows a volume of a gain from bargain purchase and some relat-
ed information, in each fiscal year, regarding Company A. 
Table 1 a volume of a gain from bargain purchase and some related information       (¥ ,000)
2013 2014 2015 2016 2017
GAAP applied Japanese Japanese Japanese IFRS IFRS
Number of M&A experienced 6 4 2 9 6
(in which a gain from bargain purchase is recognized) (1) (0) (0) (4) (5)
A Gain from Bargain Purchase 839,401 － － 5,831,591 8,791,303
Sales (Consolidated) 23,910,298 39,101,873 55,448,814 95,299,855 136,201,528
Net Income (Consolidated) 2,698,305 1,636,474 2,466,302 7,678,198 9,250,311
Percentage of the gain accounted for Sales 3.5% － － 6.1% 6.5%
Percentage of the gain accounted for Net Income 31% － － 76% 95%
Amortization of positive goodwill 209,576 262,378 367,622 － －
(Source: Security Report of Company A)
  Table 1 explicitly shows a fact that a gain from bargain purchase consists an essential 
part of net income, 76% and 95% in 2016 and 2017 respectively are extremely surpris-
ing number. Then we can see that the GAAP applied has been changed from Japanese 
GAAP to IFRS between 2015 and 20164. According to the change, an amortization of 
positive goodwill has been halted since 2016. And because nine cases of bargain pur-
chase are concentrated in 2016 and 2017, the change of GAAP seems like a kick-off for a 
rushing to bargain purchase5.
4  Japanese GAAP is (ASBJ 2013, par.33) and IFRS is (IASB 2004, pars. 34-36).
5  Regarding a gain from bargain purchase (negative goodwill) Japanese GAAP requires a review of purchase price allocation and permits 
the recognition of a gain only if negative goodwill remains after the review (ASBJ 2013, par.33). Although IFRS requires almost same 
treatments for negative goodwill, the acquisition method under IFRS might provide, theoretically, lower barrier for recognizing a gain 
from bargain purchase than under the purchase method under Japanese GAAP. 
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  Next, this article examines, for each case, an amount of consideration, book value of 
net assets acquired (if available), fair value of net assets and an amount of a gain from 
bargain purchase. The purpose is to examine how a gain from bargain purchase is calcu-
lated. Table 2 below contains such data necessary to carry out the examination and its 
results.
  First of all, we have to pay an attention to the consideration which was paid for Com-
pany T and V. The amount is only one yen! Because Company A paid one yen to acquire 
¥569,152 thousand of Company T’s net assets and ¥238,856 thousand of Company V’s 
net assets, these amount of net assets were directly reflected, except the one yen of con-
sideration, to the amount of a gain from bargain purchase. This fact is extremely hard to 
believe. Anyway, a gain from bargain purchase is calculated as a difference between a 
consideration (line b)) and Company A’s share for fair value of net assets acquired (line d) 
- line g) - line b)).
  Line h) shows a ratio of a gain from bargain purchase to the fair value of net assets 
acquired. We can understand a fact that a large volume of discount was given for each 
case. The average ratio is 53%. This means that Company A purchased 10 companies at 
a half of their fair value.
  Meanwhile, the book value of net assets acquired is not amended so much at the ac-
quisition. That is, the book value of net assets acquired is required, under the acquisition 
method, to be re-valued to their fair values at the acquisition date. Line e) shows how 
the net assets are re-valued at the acquisition. We can observe that relatively small 
modification has been made as a result of the re-valuation. In addition to this fact, I be-
lieve that such a re-valuation should be made toward downward (the book value should 
be reduced) if the discount nature of these transactions are taken into account. However, 
some upward modifications were made in some cases (Company O and W). Anyway, the 
average ratio is 94%.
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Next, it may arise a fundamental question that “Why Company A was able to pur-
chase these acquired companies at the huge discounts?” One of the reasons may come 
to light by reference to business performance of these acquired companies before the ac-
quisition date, which is shown in table 3. That is, we can grasp a fact, from table 3, that 
any acquired company posted a loss in one or more periods before the acquisition. Gen-
erally, a company which posts losses in the previous periods tends to become an easy 
target of acquisition and be acquired at a lesser amount, but the acquired business turns 
to be profitable in the future period by an effort of acquiring company or synergies pro-
duced by the acquisition.
  However, this article has to note that the acquired companies belong to a variety of 
business segment. Table 4 shows which segment the acquired company belongs to. 
  
Table 4 business segment of the acquired companies
Company O Company P Company Q Company R Company S
Game, Café, Cinema, Publishing Lady’s clothes Lady’s underwear Casual wear
Company T Company U Company V Company W Company X
Jewelry Clothes, Fiber Sports Equipment Entertainment, Media Free Paper
(Source: Security Report of Company A)
  We can see a fact that business segments to which some companies belong are far 
from the business segment of Company A (Health food). Especially publishing (Company 
P), jewelry (Company T) and free paper (Company X) seem to have little relations with 
health food business. Of course, it is very difficult for outsiders like me to understand a 
true intent of management of the acquiring company. He or she may have composed a 
secret plan to produce a synergy by merging an unprecedented segment into its own 
business. Or it can be said, at least, that an accountant should not intervene a business 
decision made by management. However, some may be skeptical to the rationale of the 
bargain purchase transaction and may think that the acquisition took place to solely ob-
tain an “instant gain” by a bargain purchase. 
  Have the constituent companies actually received a benefit from the acquisition and/
or become profitable after the acquisition? Because only a couple of years have passed 
since the acquisitions, a precise and conclusive analysis to ascertain the benefit and 
profitability produced by the acquisitions may not be possible. However some negative 
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trends can be seen from financial performance of the constituent companies after the ac-
quisitions. 
  Table 5 shows the financial performance of constituent companies after the acquisition, 
although its target is limited to companies which continue to be listed after the acquisi-
tions. 
Table 5 the financial performance of constituent companies after the acquisition    (¥ ,000)
Company A △ ¥5,799,000 operating loss and △ ¥8,831,000 loss in bottom line in the third quarter of 2018
Company O △ ¥73,836 ordinary loss in 2017 and △ ¥116,429 ordinary loss in the third quarter of 2018
Company R △ ¥482,752 loss in bottom line in the third quarter of 2018
Company S △ ¥789,511 loss in bottom line in 2017.  (No loss is posted in each quarter in 2018)
Company U △ ¥6,318 operating loss in the third quarter of 2018
Company W △ ¥3,507,000 loss in bottom line in the third quarter of 2018
　　　　　　　　　　　　　　　　　　　　　　　　(Source: Security Report of Constituent Companies)
  We can see a fact from table 5 that all companies, except Company S, posted any loss-
es as of the end of the third quarter of 2018. This result can be easily convinced, because 
all acquired companies posted losses immediately before the acquisition. Anyway, we 
have to give our attention to the fact that Company A itself has gone in the red for the 
first time in the periods analyzed. It means that a series of bargain purchase transac-
tions may not be “a lucky-buy” for Company A as of now.
  Finally, this article checks a market’s reaction to a series of bargain purchase trans-
actions by Company A. Table 6 shows a chart of stock price of Company A, to which 
the occurrence of critical events is added.
Table 6 a chart of stock price of Company A                        (¥)
　　　　　　　　　　　　　　(Source: Yahoo Finance)
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  We can see a trend that the stock price turns to rise since the first announcement of 
bargain purchase (4 cases in Mar. 2017). However, after the peak in Nov.2017 the price 
turns to decline without an effect of the second announcement of bargain purchase (5 
cases in Mar. 2018). Finally, the price returns to the original level after the announce-
ment of loss incurred. Therefore I believe that the market once reacted to the bargain 
purchases but then lost a momentum of reaction to them and returned to original level 
at last.
5 Conclusions
  A variety of expression has been used to depict a gain from bargain purchase. They 
include “immediate increase to net income (Kirkland=Driskell Ⅲ 2018, p.13),” “a vehicle 
to manage contemporaneous earnings (Dum et al. 2016, p.389)” and “a one-time earnings 
gain (Hebert 2009, p.16).” These expressions commonly depict a nature that management 
can produce his/her desirable number of profit by using a gain from bargain purchase. 
Although no one can typically say that a bargain purchase transaction had occurred ex-
clusively under such a purpose, we have to note the possibility of it. Therefore this arti-
cle has a word “caution” in its title. 
  I believe the discussions both for a nature of negative goodwill and the accounting for 
it have not reached yet to a consensus. Although U.S. GAAP and IFRS introduced the 
acquisition method and, as a result, negative goodwill turned to be accounted for as a 
gain, such a treatment has produced new problems such as an instant gain and some 
kind of manipulation. 
  At last, this article touches a topic of evaluation of intangibles in relation to negative 
goodwill, which is believed to be a matter to be resolved urgently.
In recent years, a much number of bargain purchase transactions take place in the U.S. 
This article surveyed Form 10-k submitted on March 1 this year. 334 cases of Form 10-k 
were submitted on this day and 7 of them recorded a gain from bargain purchase on its 
income statement of either this fiscal year or the previous year. 3 cases among them dis-
closed detailed information regarding the bargain purchase transactions6.
6  For more detail regarding the U.S. practice, see (Kaneta 2019).
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                                Table 7 examples of U.S. practice                            ($,000)
Name of acquirer Company B Company C Company D
Fair value of net assets acquired $ 21,139 $758,814 $727,429
Consideration $10,100 $687,924 $390,425
A gain from bargain purchase $ 11,039 $70,890 $337,004
  (It’s percentage for net assets acquired) (52.2%) (9.3%) (46.3%)
Intangibles recognized Developed technology    $2,200
Customer lists       $1,500
Trade marks         $ 900
Customer relationships   $48,000
Developed technology   $78,000 
IPR&D            $5,000
Customer lists     $52,000
Trade-names       $9,000
  (Their percentage for net assets acquired) (21.8%) (17.3%) (8.4%)
(Source: Form 10-k submitted by each company on March 1 this year)
  We can see from table 7 that a gain from bargain purchase consists primary part 
among the net assets acquired, especially for Company B and C. Furthermore, we can 
see that several intangibles are recognized as a component of net assets and its weight 
is not light (around 20% in cases of Company A and B). As you know, the evaluation of 
intangibles is so difficult and is sometimes based on subjective factors. Especially, cus-
tomer-related intangibles and technology-related intangibles are difficult to value. And 
such a “soft” value of intangibles finally effects on the amount of a gain from bargain 
purchase. If so, a key to insure a reasonableness of the amount of a gain from bargain 
purchase depends on how precisely intangibles can be evaluated. 
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